This article examines the extent to 
which selected oil-exporting develop- 
ing countries can continue to depend 
on their major source of hard currency 
earnings to service their external debt 
in particular and to promote the pro- 
cess of future economic growth in 
general. The four countries under con- 
sideration are: Ecuador, Egypt, Indone- 
sia and Nigeria. Incorporated into the 
study are alternative sets of assump- 
tions regarding future oil output, export 
potential, future oil prices, external debt 
levels and future interest rates. Both 
the effects of the recently formulated 
Baker Plan and the collapse of oil 
prices are examined within this context. 
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External debt and oil 
prices 


Some prospects for oil-exporting 
developing countries 


Ira Sohn 


Some of the most closely watched financial ratios of a corporation 
include the debt ratio (total debt/total assets), and times-interest-earned 
(earnings before interest and taxes/interest charges). The latter provides 
creditors with an understanding of the extent to which a corporation’s 
earnings can decline before its required interest payments are en- 
dangered. While both corporations and sovereign countries have 
histories of default on debt, it is unusual, though not unprecedented, for 
a country’s assets to be liquidated with the proceeds distributed to its 
creditors. A more normal procedure for the creditors of a sovereign 
country that is experiencing difficulty in meeting its payments is, for 
example, to restructure the loan or refuse to renew it. That has been the 
case over the last four years, particularly with fuel and non-fuel minerals 
exporting developing countries. Many of these countries have been 
forced to confront an unenviable choice — either to pay their creditors or 
to promote growth oriented policies. Because of the economic and 
financial environment since the beginning of this decade they have been 
unable to achieve both objectives. This study attempts to shed some 
light on the economic and financial prospects of some of these countries 
to the end of the century. 


Requisites of growth and development 


As the 21st century becomes more and more visible on the economic 
horizon, the process of economic growth — which E. Hagen! defines as 
‘the continuing rise in average per capita income made possible by 
continuing increases in per capita productivity’ — is likely to continue to 
dominate the concerns of policymakers and policy analysts in both the 
developed and developing countries in the future just as it has in the 
past. In the developed economies, attention has historically been 
centred on increasing labour productivity as a medium- and long-term 
concern and maintaining moderate rates of inflation in the short term. 
The former requires educational, technical and scientific advances and 
then providing the economic and institutional environment to integrate 
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these advances into the economy. The latter is addressed by a balanced 
set of fiscal, monetary, trade and exchange-rate policies. 

In the developing countries, historically, the major focus on growth 
has been on generating a savings surplus, ie a wedge between the value 
of final output (GNP) and total consumption (private and public), that 
can be redeployed to increase total output in the future. Development 
economists are accustomed to differentiate between developing coun- 
tries that, on the one hand, are endowed with mineral (fuel and 
non-fuel) and agricultural resources, and on the other hand, developing 
countries with little or no resource base to exploit. This distinction is 
deliberate and well founded as the group of resource-endowed countries 
are, under certain circumstances, in a position to exploit their resource 
base to generate foreign exchange that can be tapped to promote the 
development process. These potential export revenues often provide 
the basis for and justification of massive capital flows, both direct and 
indirect, from the developed economies. 


Particular problems faced by some oil exporting developing 
countries 


In addition to the increased annual output of oil by both OPEC and 
non-OPEC members as the real price of oil increased in 1973-74 and 
again in 1978-79 and the reduction in the growth of oil consumption in 
the developed (and mostly oil-importing) economies, resulting from 
substitution and conservation measures put in place in the aftermath of 
these two oil shocks, the 1980-82 world recession caused a huge glut of 
oil on world markets. As world oil prices softened in the early part of 
this decade and finally, in June 1986, plunged below their nominal levels 
of 1974, most oil-exporting developing countries found their current 
account balances were deteriorating sharply into deficit. Any attempt to 
maintain export revenues from oil by increasing output levels resulted in 
still lower prices and revenues. Crude oil prices fell through the spring 
of 1986, at which time a new OPEC agreement was reached to attempt 
to raise and stabilize oil prices at $15—-18/bbl. Simultaneously with the 
reduction of oil prices, most oil-exporting developing countries, in order 
to improve their current account imbalances ~ in part exacerbated by 
the need to service large debt burdens incurred during the 1970s — were 
forced to drastically slash imports of machinery and other capital 
equipment, not to mention manufactured and consumer durable goods. 
As a result, this adverse set of parameters ~ high external debt levels, 
high real interest rates, drastically reduced oil prices and reduced 
growth in world demand for oil — is likely to result in reduced and even 
negative growth rates in GNP and GNP per capita in most oil-exporting 
developing countries for the rest of this decade. Already five developing 
countries — Peru, Bolivia, the Sudan, Zaire and more recently, Brazil — 
have warned that they will not permit domestic living standards to fall 
lower in order to assuage their international creditors. If future oil and 
other minerals prices do not recover from their recent plunge, other 
countries will be added to the above list, which could result in additional 
stress to the international financial system. To avoid this outcome, US 
Treasury Secretary James Baker, in October 1985, proposed a plan 
whose goal was to restore economic growth in a group of heavily 
indebted developing countries. The plan called for extending new 
credits to those indebted countries in return for agreements to 
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implement ‘market-oriented’ policies with a view towards enhancing 
their competitiveness in the global economy. The extent to which the 
Baker Plan can have its intended effect — to restore economic growth in 
selected oil-exporting developing countries — is a major subject of this 
article. 


The position of oil in the world economy 
The demand for oil 


Over the last two centuries energy use in the industrialized economies 
increased hand in hand, on a per capita basis, with material comfort 
conventionally approximated by the rise in per capita income or 
consumption, ie the standard of living. More specifically in the USA, 
per capita energy consumption increased at an annual rate of 1.6% over 
the 30 year interval, 1950-1979, while annual growth in real Gross 
Domestic Product (GDP) increased at 1.8% over the 34 year interval, 
1950-1983.* However, in response to the two oil shocks in the 1970s, a 
number of fundamental changes have been observed in the global use of 
energy and more specifically, in the use of oil among the major 
consuming countries. First, until 1986 there was a dramatic shift away 
from oil use where feasible substitutes were available, eg in electricity 
production, in space heating, etc. Second, because of the interdepend- 
ence of energy sources, the prices of available substitutes for oil, natural 
gas and coal, increased in the wake of the oil price increases. This led to 
a major reorientation in the use of energy in Western developed 
economies. For example, in the USA, energy use per capita in 1984 was 
lower than it was in 1970, even though real GDP per capita increased by 
31% in the 15 year interval. More generally, the USA produced a dollar 
worth of GDP in 1984 using 27% less energy than in 1970. According to 
data cited by The Economist (16 November 1985), other OECD 
countries have registered similar gains in their use of energy. This 
reduction in energy can be imputed to at least three different sources: a 
changing structure and composition of GDP over the 15 year interval 
increased energy efficiency (performing the same task with less energy) 
and energy conservation (doing with less). 

With oil prices stabilizing within a $15—18/bbl interval in 1987, even 
though oil demand in 1986 — primarily for gasoline — increased by 3% 
over its 1985 level, recent trends in energy conservation may slow but 
are unlikely to be reversed.* 

Even though the first oil crisis occurred almost 15 years ago, the total 
effect of that and the subsequent 1979 increase will not be fully realized 
for another 25 years due, in part, to the fact that the level of energy 
consumption is also dependent on the stock of capital (machines and 
buildings) which is replaced slowly over time. 

While the share in total global demand by developing countries is 
increasing, developed countries still consumed about 80% of total world 
energy in 1985, a reduction of only 6% since 1960 — a quarter of a 
century ago. 


The supply of oil 

The world supply of oil is, above all, determined by geological 
endowments that can be economically exploited at ‘current’ prices and 
technology, commonly referred to as reserves. Also as prices and 
technology change, formerly ‘uneconomic’ deposits become ‘economic’, 
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and vice versa, and the discovery of new deposits may add to the reserve 
base. For example, the world’s proven reserves of crude oil have 
increased tenfold since 1948 to almost 700 billion barrels in 1985. With 
the quadrupling of oil prices during the 1970s, many formerly 
unprofitable oilfields were opened. In fact, from 1978-1984, despite a 
reduction in world oil consumption of 4.3 million bbI/day, oil production 
by non-OPEC countries increased 6.7 million bbl/day. Production by 
OPEC countries dropped 11.9 million bbl/day. With the collapse in oil 
prices that occurred in 1986, many high cost fields may be shut down, 
resulting in production again being dominated by OPEC and more 
specifically by its Persian Gulf members. The current instability in oil 
prices is further exacerbated by two additional events, one political and 
the other economic. The first is the continuation of the Iran-Iraq war 
now in its seventh year. The second is the excessive debt accumulated by 
many oil-exporting developing countries, such as Mexico, Venezuela, 
Nigeria, and Egypt and their need to service these loans. It is this second 
issue — the debt problem of some oil-exporting countries and the use of 
oil revenues for economic growth in general and to service debt in 
particular — that is the major focus of this article. 


Oil exports as an engine for economic growth 


Both developed and developing countries have used their oil exports as 
an engine for economic growth. The USSR, Norway, Canada, and the 
UK are examples of developed countries who have used revenue from 
oil exports to sustain and even enhance domestic economic growth even 
in the light of a poor performance of other sectors of their economy over 
the last decade. For the oil-exporting developing countries, the use of 
oil revenues to fuel economic growth over the last decade is even more 
pronounced. For example, according to the IMF,’ oil-exporting 
developing countries experienced annual real growth in GDP from 
1968-1979 of more than 7.5%. More specifically, over the 1973-1980 
interval, Nigeria grew at 8.0%/year, Ecuador at 9.4%, Egypt at 7.1%, 
and Indonesia at 6.2%.° 

The extent to which these hard currency earnings can continue to be 
used to promote the process of economic growth in the oil-exporting 
developing countries has recently been called into question due to the 
evolving economic and financial environment of the 1980s — sluggish 
world economic growth, energy conservation and substitution measures 
already and likely to be implemented in major consuming countries, 
combined with excessive global oil production capacity, and more 
recently, the collapse of oil prices to their real price of a decade ago. 
Moreover, the current historically high real interest rates coupled with 
excessive external debt levels are straining the growth process in many 
oil-exporting developing countries, particularly in those whose hard 
currency revenues are highly concentrated in oil exports. In this study 
four oil-exporting countries were selected to examine this problem — 
Ecuador, Egypt, Indonesia and Nigeria. Revenues from energy exports 
in 1985 for the first three countries contributed approximately 60% of 
total merchandise export earnings.° As for Nigeria, all but about 5% of 
its merchandise exports are concentrated in oil.” Each of these countries 
was increasing its external indebtedness from the mid-1970s to 1983 at a 
rate equal to or in excess of 20%/year, except Indonesia, whose rate was 
13%/year.* On the basis of the current economic environment outlined 
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above, to what extent can revenues generated by oil exports continue to 
play a role in enhancing future economic growth in general and towards 
debt service in particular? 

To determine the future role oil exports are likely to play in the 
development process of these countries a projection of future oil export 
revenues and future debt service levels is required. The former — future 
export revenue — requires the formulation of alternative assumptions 
regarding future global consumption of oil, future oil prices and future 
oil export levels of these countries. The latter, future debt service levels, 
requires the formulation of alternative assumptions regarding the 
growth or reduction in external debt, its maturity structure and future 
interest rates. 


Current and future oil exports 


The oil export potential, to the end of the century, of the four countries 
under consideration is strikingly different. Due to increasing domestic 
demand combined with a dwindling reserve base, both Ecuador and 
Egypt are not expected to increase, or even maintain, the current level 
of oil exports to the end of the century. In 1985, both Ecuador and 
Egypt exported approximately 180 thousand bbl/day. Due to excessive 
growth in domestic demand, resulting, in part, from domestic pricing 
policies, this exportable surplus is considered likely to evaporate. 
Domestic output levels for the remainder of the century are not 
projected to increase considerably over their 1985 levels irrespective of 
global demand conditions. At current output levels (Ecuador, 280 000 
bbI/day and Egypt, 850 000 bbl/day), both countries are expected to 
deplete their currently proven reserve base by the end of the century. 

Turning to Indonesia and Nigeria, their potential export levels to the 
end of the century are considerable and the levels that they actually 
reach will depend on global demand conditions, world oil prices and 
their own revenue requirements for growth and debt service. In 1985, 
Nigeria was the tenth largest producer of oil (at 1 500 000 bbl/day and 
the fourth largest OPEC producer) and Indonesia was the twelth largest 
producer of oil (at 1 300000 bbl/day and the sixth largest OPEC 
producer). Approximately 75% of the oil output of both countries was 
exported in 1984. Because of their relatively ample proven reserve bases 
— Indonesia and Nigeria have, respectively, 30 and 35 years of output 
remaining at current levels — even with increasing domestic demand for 
oil, there is sufficient capacity potential to maintain and even increase 
oil exports in accordance with the projected global demand-supply 
balance, in addition to their own revenue requirements. Table 1 
presents the projected feasible range of oil production in 1990 and 2000 
for these oil-exporting developing countries. Also included are the 


Table 1. Actual and projected oil production under alternative assumptions (1 0° bbli/day). 


Country 1985° 1990 2000 
(Actual) L M H L M H 

Ecuador 280 250 280 310 280 345 400 
pagr? -2.3 0.0 2.1 0.0 1.4 2.4 
Egypt 850 850 975 1100 975 1100 1400 
pagr? 0.0 2.8 5.3 1.0 17 3.4 
Indonesia 1300 1300 1600 1860 1600 2100 2600 
pagr® 

Nigeria 1500 1500 1745 2030 1745 2270 2800 
pagr? 0.0 3.1 6.2 1.0 2.8 4.2 
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Table 2. Actual and projected oil exports under alternative assumptions (10° bbl/day). 


Country 1985° 1990 2000 

(actual) L M H L M H 
Ecuador 180 90 135 180 0 95 190 
Egypt 200 0 130 270 i) 250 500 
Indonesia 1 000 815 1145 1475 345 1160 1975 
Nigeria 1 100 1015 1 330 1645 495 1335 2175 


projected annual growth rates in output from the 1985 base year output. 

According to the IMF° domestic oil consumption in major oil- 
exporting developing countries, eg Indonesia and Nigeria, increased at 
an annual rate of 10% from 1973-86 and by an annual rate of 5.5% in 
other net oil-exporting developing countries, eg Ecuador and Egypt, 
over the same interval. Using these high and low growth rates in 
domestic consumption, consumption levels were projected for 1990 and 
2000. Low and high ranges of projected oil exports in 1990 and 2000 
were set by maximizing and minimizing the differences between 
projected production and consumption levels in the two years. As 
mentioned above, Egyptian and Ecuadorian output levels will be 
constrained by their dwindling reserve bases and Indonesian and 
Nigerian export levels will be constrained by the discipline of the 
demand for OPEC oil, which, according to Gately,'° is projected to 
grow at a maximum rate of 5.3%/year over the next 15 years. With these 
real distinctions in export potential in mind, Table 2 presents the actual 
(1985) and projected export levels (in 1990 and 2000) for these four 
countries under three alternative assumptions regarding future global 
oil demand conditions — high, medium and low demand.'! 


Future oil prices 


The other component of future export revenues, future oil prices, is 
more uncertain than the projected export levels presented in the 
preceding section. Figure 1 shows the fluctuations of oil prices (in 
dollars) from 1974-86. 

The most complete collection and analysis of projections of future oil 
prices is undertaken annually by the International Energy Workshop. '* 
The annual poll begun in 1981 incorporates oil price and quantity 
projections over the next 25 years and includes some 80 organizations, 
analysts and modelling groups. Among the oil companies participating 
are Amoco, British Petroleum, Chevron, Conoco and Shell Internation- 
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Table 3. Future oil prices (constant 1985 
US$/bbl).? 


Year Low Medium High 
1990 15 25 35 
2000 20 40 60 


*Saudi Light is the assumed benchmark crude on 
which the crude oil prices of the other countries 
are based with the following differentials: Egypt's 
Suez Blend, parity; Ecuador’s Oriente Crude, 
5% premium; Nigeria’s Bonny Light, 10% pre- 
mium; and Indonesia’s Sumatra Medium Crude, 
5% premium. 


'SGately, op cit, Ref 10. 

'4See the footnote in Table 3. 

*SThis figure includes short- and long-term, 
private and official debt. Approximate 1985 
levels appear in Table 4. 

‘SExcept for Indonesia, see page 411. 


*Source: Ref 5. 
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al; some of the represented government and international organizations 
are the World Bank, the United Nations Statistical Office, International 
Institute for Applied Systems Analysis, the International Energy 
Agency, the US Department of Energy and the Academy of Sciences of 
the USSR. The medium (M) price projections in Table 3 approximate 
the median price projection in 1990 and 2000 of the Energy Workshop 
Poll responses (1984-86). In order to be reasonably certain of spanning 
the range of potential oil prices for future years, the low (L) and high 
(H) assumptions for 1990 and 2000 are designed to incorporate the 
extreme positions of a continued excess supply or a reemergence of 
OPEC domination of the oil market. The low assumption for 1990, 
$15/bbl, depicts the first position and the high assumption for the year 
2000, $60/bbl, illustrates the latter possibility.'* Table 3 provides an 
overview of the price assumptions for 1990 and 2000. Prices used in the 
computations were adjusted for the quality of the crude oil in each 
country. '* 


Projected external debt and debt service 


Given the current levels of total external debt of these four countries at 
the end of 1985, the stock of future external debt can increase, remain 
constant or decrease.'* An increasing stock of debt, ceteris paribus, 
requires annual increases in interest payments. A constant future stock 
of external debt, ie a rate of growth equal to zero, ceteris paribus, 
requires constant annual interest payments; a reduction in external 
debt, ie amortization of principal would require, ceteris paribus, 
declining levels of annual interest payments. All three of these possible 
paths could be chosen by these countries upon agreement with their 
creditors. 

For the purposes of this article assuming growth in external debt to 
the year 2000, two growth rates have been applied; the first, designated 
HH in Table 4, equals half the rate of growth in external debt 
experienced over the period 1975-1985, and a second more moderate 
rate, H in Table 4, equals one-quarter the 1975-1985 growth rate.’ The 
path of constant external debt simply requires annual interest payments 
on that constant stock. The last alternative considered — reduction in 
external debt — is structured to completely eliminate external debt by 
the year 2000. The mechanism for carrying this out over the 15 year 
interval is akin to a 15 year amortized mortgage, whereby the constant 
annual payments simultaneously reduce the annual stock of debt 
outstanding and service the remaining debt in each year. These 
alternatives are summarized in Table 4. 


Table 4. Actual and projected external debt levels (1985 US$ billion). 


Year and 

growth rate 

assumption Ecuador Egypt Indonesia Nigeria 
1985 (actual)* 7.4 32.0 28.0 16.6 
1990 projected 

HH 15.5 51.5 51.6 34.1 

H 10.9 40.8 38.4 24.1 

M 7.4 32.0 28.0 16.6 

L Amortization Amortization Amortization Amortization 
2000 projected 

HH 68.6 133.6 175.2 144.2 
H 23.5 66.5 72.0 50.9 
M 7.4 32.0 28.0 16.6 
L 0.0 0.0 0.0 0.0 
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Table 5. Assumed real interest rates (%). 


Country Low Medium High 
Ecuador 3.0 45 6.0 
Egypt 1.0 2.5 4.0 
Indonesia 3.0 45 6.0 


Nigeria 3.0 4.5 6.0 


17Another scenario could be structured to 
pay-down only a part, ie half of the 1985 
stock of external debt. This would obvious- 
ly reduce annual debt service, and could 
be more politically palatable. 
18The general equation for calculating the 
annual payments to amortize a loan is the 
following: 

Present Value of the Loan = 

Annual Payments x PVIFA (n,k) 
‘9For the purpose of simplicity | refer to 
these interest payments as debt service. 
The formal definition of debt service in- 
cludes repayment of principal on maturing 
debt in addition to payment of interest on 
outstanding debt. Therefore, for example, 
an assumption of constant external debt 
over the 15 year interval assumes that new 
loans are extended equal in amount to 
those maturing throughout the interval. 
?°The IMF classifies countries as ‘market 
borrowers’ if 2/3 or more of their external 
borrowings are from commercial creditors. 
On the other hand, ‘official borrowers’ 
derive more than 2/3 of their external 
borrowing from official creditors. 
21For the purpose of this paper, the in- 
terest rate applied to the outstanding stock 
of debt is considered to be an average real 
rate on the entire portfolio of debt. 
22Op cit, Ref 4. 
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The designations HH in Table 4 represent the following growth rates 
in external debt: Ecuador, 16%/year; Egypt, 10%/year; and Nigeria, 
15.5%/year. The second assumption, H, representing a more moderate 
growth rate in external debt for Ecuador, Egypt and Nigeria are 8%, 
5%, and 7.5%, respectively. For Indonesia, because of the relatively 
modest annual growth rate in external debt over the 10 year interval, the 
appropriate annual rates of growth in the HH and H scenarios are 13% 
and 6.5%, equal to the actual annual rate of increase and half the rate, 
respectively. The assumption of zero growth in external debt over the 
1985-2000 period is incorporated in the line beginning with M. The last 
designation, L, is the assumption of total debt amortization by the year 
2000.'” Since annual payments will be structured to pay down principal 
as well as service the remaining principal, the stock of debt in 1990, in 
and of itself, is not relevant to determine 1990 and 2000 interest 
payments. '* 


Future interest rates 


Applying an interest rate to projected stocks of external debt in 1990 
and 2000 will determine interest payments in those target years.!” 
Historically, the London Inter-Bank Offer Rate (LIBOR) over the past 
15 years, with the exception of the negative real rates during the 
1974-77 interval, has averaged 3-4% in real terms. Most international 
loans, especially those to developing countries, require additional 
charges in the range |-2% to be added to LIBOR reflecting risk and 
profit premiums. These are the appropriate rates charged to so-called 
‘market borrowers’ such as Ecuador, Indonesia and Nigeria.”’ Egypt, 
on the other hand, in past years has been able to win concessionary 
borrowing terms, reflected in part through reduced rates of interest.”! 
Table 5 presents the high, medium and low range of assumed (real) 
interest rates incorporating (high and low) risk and profit premiums 
and, in the case of Egypt, concessionary interest rates to reflect its 
special status. Concessional rates, according to the IMF” are about 
2% below commercial lending rates. 

Given these hypothetical, though not implausible, sets of alternative 
assumptions about the future values of these key parameters — growth 
rates in oil output, export levels, oil prices, levels of external debt and 
real interest rates — we are now in a position to shed some light on the 
future contribution of these oil exports to debt service in particular, and 
economic growth in general, for these four countries. 


Future export revenues, debt service and economic growth 


Permuting the three alternative assumptions for each of the two key 
parameters that comprise oil export revenues — oil export levels and oil 
prices — provides an interval over which all export revenues for these 
four countries are likely to range in 1990 and 2000. A_ similar 
permutation of the alternative assumptions for each of the key 
parameters that comprise debt service — future growth rates in external 
debt and future rates of interest — provides an interval over which debt 
service levels for these four countries are likely to range in 1990 and 
2000. The entire set of these two permutations is presented in Tables 6 
and 7 of the Appendix. In this section a summary of some of the 
highlights of these calculations for the two years 1990 and 2000 is 
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?3The appropriate PVIFA factors (op cit, 
Ref 18) to be applied to the 15 year annuity 
are as follows: Ecuador, Indonesia and 
Nigeria: 9.7122, 10.7490 and 11.9379. 
Egypt: 11.1184, 12.3936 and 13.8651. 

?4To calculate the percentage of total 
export (or, in the case of Egypt, current 
account) receipts that will be required to 
pay interest on external debt in 1990 and 
2000, the following methodology should be 
followed: Divide the appropriate ‘oil export 
revenue’ figure in Table 6 (in the Appen- 
dix) by the percentage of oil in the export 
(or, in the case of Egypt, current account) 
structure to derive the projection of total 
export (current account) receipts. Then 
divide the appropriate ‘required interest 
payment’ from Table 7 (in the Appendix) 
by this latter figure. For example, 62.5% of 
total exports of Ecuador are derived from 
oil exports. Under scenario A3 — for 
Ecuador in 1990 — oil export revenues are 
projected to yield $1.035 billion. This latter 
figure divided by 0.625 results in $1.625 
billion of total export revenues. The B11 
scenario in Table 7 provides the appropri- 
ate required interest payment (for 
Ecuador in 1990, given the assumptions), 
equal to $.222 billion. Dividing 0.222 by 
1.625 equals 13.4%, the share of total 
export (current account) receipts that must 
be allocated to pay interest on external 
debt. The same methodology can be fol- 
lowed to calculate all the other percen- 
tages in this section, using the appropriate 
oil export shares, years, countries and 
export level—oil price (Table 6) and interest 
rate—debt level (Table 7) assumptions. 
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presented. The ability of each country to service its external debt in each 
of the two years is profoundly different because of the limited capacity 
constraints on two of them and the likelihood of a major increase in real 
oil prices in the mid-1990s. The scenarios considered in this section 
exclude the extreme assumptions regarding growth in external debt, 
that is, the HH (high growth rate scenario), and the L (the debt 
amortization scenario). The high growth rate scenario is unlikely to 
prevail from the point of view of the international lending community. 
Export earnings over the long term will be insufficient to pay interest on 
so large a stock of debt. The assumption of debt amortization by the 
year 2000 is also unlikely to prevail because of the large payments that 
would be required in the early years of the amortization.** Living 
standards will fall considerably if this policy is adopted. This is the case 
of Romania, which has planned to liquidate all external debt by 1990. 


Ecuador in 1990 and 2000 


Restricting the assumptions regarding oil prices, export levels, growth 
rates in external debt and real interest rates to their most likely ranges to 
1990, projected oil export revenues are likely to be 1.19 to 7.77 as much 
as projected interest payments. With an unchanged export structure, ie 
62.5% of Ecuador’s export receipts are derived from oil, from 10-52% 
of Ecuadorian export receipts will have to be dedicated to paying 
interest on external debt. The lower bound of the range assumes a 
moderate firming of oil prices to $26.25/bbl. If, as is considered more 
likely, oil prices remain at their depressed 1986 levels to the end of the 
decade, interest payments will not be less than 13% of export receipts, 
even with low real interest rates applied to a constant stock of debt 
(scenarios A3 and B11 in the Appendix).”* If, on the other hand, 
external debt grows at moderate rates as called for in the Baker Plan, 
interest payments are likely to claim almost 40% of total export receipts 
in 1990 (scenarios A3 and B6 in the Appendix). 

The outlook for the longer term, the year 2000, is more uncertain and 
the debt service problem is likely to become more serious if the current 
export structure is not significantly modified. Even with the projected 
tightening of the global supply-demand balance during the mid-1990s 
and oil prices firming, Ecuadorian revenues from oil exports will be 
dependent more on availability rather than prices, due to the steady 
depletion of their reserve base on the one hand, and increasing claims 
made by domestic consumption on oil output, on the other. Under the 
current export structure, only if external debt is not increased above its 
1985 level can interest payments be held to less than 10% of export 
receipts (scenario B11 in the Appendix). If, as is more likely to be the 
case, external debt grows at a moderate rate, ie 8%/year, interest 
payments will absorb more than 20% of export receipts in the year 2000 
(scenarios A4, B10 and scenarios A3, B2 in the Appendix). Ecuador’s 
predicament becomes even more acute if its modest export potential 
evaporates entirely (scenario A8 of the Appendix). 


Egypt in 1990 and 2000 


Even though oil exports valued at approximately $2.3 billion contri- 
buted more than 60% to Egyptian merchandise exports in 1985, hard 
currency earnings from remittances, Suez Canal tolls and tourism — 
items that are incorporated in the current account but excluded from the 
merchandise account — were considerable. While these latter three 
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current account entries are also depressed at this time and are likely to 
be until oil prices firm in the next decade, and because these entries 
contribute so much to Egyptian current account receipts, Egypt’s debt 
burden should be measured against its current account receipts rather 
than its trade receipts. Based on 1982-83 figures, oil export revenues 
were approximately 46% of current account receipts. Consequently, 
considering Egypt’s status as an ‘official’ borrower and the concession- 
ary borrowing terms conferred by that status, projected interest 
payments in 1990 under the Baker Plan assumption governing growth in 
external debt, are projected to absorb 13-50% of current account 
receipts (scenarios A3, B2 and scenarios A3, B10 in the Appendix). 
Only by adhering to a policy of zero-growth in external debt can Egypt’s 
interest burden be confined below 10% of current account receipts 
(scenarios A3, B11 and scenarios A2, B11 in the Appendix). 

Turning to the year 2000, as in the case of Ecuador, Egypt's projected 
export revenues from oil are highly uncertain. This uncertainty is due to 
geological constraints and increasing domestic consumption require- 
ments. Barring fundamental changes in the above constraints, Egypt’s 
current exportable surplus of oil is expected to evaporate by the year 
2000 (scenarios A7—A9 of the Appendix). 

Replacing these hard currency earnings will be critical if Egypt is to 
service external debt. However, even in the unlikely event that Egypt 
can maintain current oil export levels of approximately 200 000 bbl/day to 
the year 2000, unless real interest rates can be held below 2-2%2%/year, 
annual interest payments will consume more than 20% of current 
account receipts, if external debt is permitted to grow at moderate 
levels, ie 5%/year to the end of the century. 


Indonesia in 1990 and 2000 


The export potential of Indonesia is strikingly different from that of 
Ecuador and Egypt. Due to the higher reserve base and ample surplus 
of production over domestic consumption, Indonesia’s revenues from 
oil exports will almost certainly range between $5 and 11 billion in 1990 
(scenarios A5 and A9 in the Appendix) and between $18 and 45 billion 
in 2000 (scenarios Al and AS in the Appendix) if the assumptions about 
the future demand and price of oil in the two years are accurate. Under 
the worst set of debt-interest rate, oil-revenue assumptions in 1990, 
(scenarios A9, B2 in the Appendix) 28% of merchandise exports would 
have to be dedicated to pay interest on growing external debt in 1990. If 
Indonesia continues to export at 1985 export levels, ie 1 million bbl/day, 
and oil prices recover to their 1985 level by 1990, 12% of export receipts 
would be needed to pay interest on growing external debt even at high 
real interest rates (scenarios A5, B2 in the Appendix). 

Turning to the year 2000, with the expected firming of oil prices, 
interest payments are likely to consume 3-14% of export receipts even 
under a moderate growth assumption in external debt as envisioned by 
the Baker Plan (scenarios Al, B10 and scenarios AS, B2 in the 
Appendix). This is the case because of Indonesia’s relatively large 
reserve base and its potential export surplus in the year 2000. 


Nigeria in 1990 and 2000 


As in the case of Indonesia, the export (and oil revenue) potential of 
Nigeria is more certain than for Ecuador and Egypt, both in the medium 
term (1990) and the longer term (2000), largely due to Nigeria's 
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relatively abundant reserve base. Given the current conditions of the 
global oil market, Nigeria’s oil export revenues are projected to range 
between $6 and 13 billion in 1990. With 97% of Nigeria’s exports 
concentrated in oil, between 10% and 23% of export receipts in 1990 
are likely to be needed for interest payments under the Baker Plan 
assumption of moderate growth in external debt (scenarios A9, B2 and 
AS5, B2 in the Appendix). In all the other feasible scenarios, interest 
payments will not exceed 10% of export revenues with the exception of 
a worst case set of assumptions regarding oil revenues (scenarios A9, B3 
and A9, B7 in the Appendix). 

Turning to the year 2000, with Nigeria’s ample reserve base and the 
expected reduction in global excess oil capacity, Nigeria’s revenues from 
projected oil exports will be formidable. They are expected to range 
from $21 billion to $52 billion (scenarios Al, A2, A4, and AS5 in the 
Appendix). Once again, even if Nigeria does not diversify its source of 
hard currency away from oil, the projected tightening of the global oil 
market will require Nigeria to allocate only between 3% and 14% of its 
export receipts to meet interest payments on its growing external debt. 


Conclusions 


As stated above the objective of this study is to assess the ability of 
oil-exporting indebted developing countries to continue to rely on oil 
export revenues to service growing external debt, and more generally, 
to promote economic growth. An instructive comparison might serve to 
illustrate the burden of interest payments on growing debt. From 1965 
to 1985 the national debt in the USA grew by approximately 9%/year, a 
number not radically higher than the assumed rate of growth in external 
debt in the Baker Plan proposal. In the same interval, net interest 
outlays as a percentage of total receipts increased from 7.4% in 1965 to 
17.7% in 1985. Restricting the analysis to the Baker Plan scenario — 
assumption H for the appropriate growth rate in external debt — it 
appears that the two sets of countries, Ecuador and Egypt on the one 
hand, and Indonesia and Nigeria on the other, will be affected quite 
differently by the same policy for quite plausible reasons. Under the 
best of circumstances in 1990 — $25/bbl oil, the medium export level 
assumption and low real interest rates — interest payments on external 
debt are not expected to be less than 12% of export receipts in Ecuador 
and 26% of current account receipts in Egypt. Under the worst of 
circumstances — $15/bbI oil, the medium export level assumption and 
high real interest rates — the percentage of export (in Egypt, current 
account) receipts that will have to be dedicated to interest payments 
could reach more than 50% in Ecuador and 100% in Egypt in 1990. 
Moving to the year 2000 these prospects worsen. Again, under the best 
of circumstances, for both Ecuador and Egypt, not less than 20% of 
foreign currency receipts will have to be allocated to pay interest on 
growing external debt. And, of course, under the worst of circumstances 
much more hard currency earnings will have to go to foreign creditors. 
These poor prospects derive from three facts: the high concentration of 
oil in the export structure of these two countries, their limited reserve 
bases and a rapidly increasing rate of growth in domestic oil consump- 
tion, which severely limits the amount of exportable surplus. As a result 
of these limitations, the prospects for Ecuador and Egypt are similar to 
those of some non-fuel minerals exporting indebted countries.?* 
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Turning to the second pair of countries, Indonesia and Nigeria, under 
the Baker Plan assumption for growth in external debt, in 1990, interest 
payments are likely to make significant claims on export earnings. The 
range is likely to be between 5% and 25% of export receipts depending 
on whether the ‘best’ or ‘worst’ case assumptions are used. However, by 
the year 2000, and the expected firming of oil prices, interest payments 
are likely to assume a more normal range as a percentage of export 
earnings. The projected range is 3-14% for both countries, again 
depending on oil prices, export levels and real interest rates. This result 
follows because of the relatively ample reserve base of these two 
countries and the likelihood of a major increase in the price of a 
commodity that weighs so heavily in the export structure of these 
countries. 

In conclusion, without a combination of concessions on debt, reduced 
interest payments and a deliberate policy of diversifying away from 
reliance on oil, the growth prospects of Ecuador and Egypt to the end of 
the century — even with the adoption of the Baker Plan — are poor 
indeed. In the case of Indonesia and Nigeria, while the medium-term 
growth prospects will be strained to 1990, the expected firming of oil 
prices in the mid-1990s should improve the growth prospects for these 
two countries. However, their own over-reliance on oil in the export 
structure will cause concern in the first decades of the next century if 
new reserves are not found and developed and/or a deliberate plan to 
diversify exports away from oil is not undertaken. 


Appendix 


Table 6. Annual oil export revenues in 1990 and 2000 under alternative assumptions regarding export levels and oil prices (1985 US$ billion).* 


Scenario Ecuador Egypt Indonesia Nigeria 
Export Oil 

Row level price 1990 2000 1990 2000 1990 2000 1990 2000 
Al H H 2.414 4.369 3.449 10.950 19.785 45.415 23.116 52.396 
A2 H M 1.725 2.913 2.464 7.300 14.132 30.277 16.511 34.930 
A3 H L 1.035 1.456 1.478 3.650 8.479 15.138 9.907 17.465 
A4 M H 1.811 2.184 1.661 5.475 15.359 26.674 18.690 32.160 
AS M M 1.293 1.456 1.186 3.650 10.970 17.783 13.350 21.440 
AG M LE 776 728 712 1.825 6.582 8.891 8.010 10.720 
A7 L H 1.207 0 0 0 10.932 7.933 14.263 11.924 
A8& L M 862 0 0 0 7.809 5.289 10.188 7.950 
AQ L L 517 ie) 0 0 4.685 2.644 6.113 3.975 


“The letters H, M, and L that appear in the columns headed ‘Export level’ and ‘Oil price’, correspond to the assumptions listed in Tables 2 and 3, 
respectively, of the main text. 
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Table 7. Required interest payments in 1990 and 2000 under alternative assumptions regarding real interest rates and external debt levels (1985 


US$billion).* 
Scenario Ecuador 

Interest Debt 

rates levels 1990 2000 
Row (1) (2) (3) (4) 
B1 H HH 0.930 4.116 
B2 H H 0.654 1.410 
B3 H M 0.444 0.444 
B4 H L 0.762 0.762 
B5 M HH 0.697 3.087 
B6 M H 0.490 1.057 
B7 M M 0.333 0.333 
B8 M lt 0.688 0.688 
B9 L HH 0.465 2.058 
B10 L H 0.327 0.705 
B11 L M 0.222 0.222 
B12 L L 0.620 0.620 


Egypt 


1990 
(5) 

2.060 
1.632 
1.280 
2.878 
1.287 
1.020 
0.800 
2.582 
0.515 
0.408 
0.320 
2.308 


2000 
(6) 
5.344 
2.660 
1.280 
2.878 
3.340 
1.662 
0.800 
2.582 
1.336 
0.665 
0.320 
2.308 


indonesia 


1990 
(7) 
3.096 
2.304 
1.680 
2.883 
2.322 
1.728 
1.260 
2.605 
1.548 
1.152 
0.840 
2.345 


2000 

(8) 

10.512 
4.320 
1.680 
2.883 
7.884 
3.240 
1.260 
2.605 
5.256 
2.160 
0.840 
2.345 


Nigeria 


1990 
(9) 
2.046 
1.446 
0.996 
1.709 
1.534 
1.084 
0.747 
1.544 
1.023 
0.723 
0.498 
1.390 


2000 
(10) 


8.652 
3.054 
0.996 
1.709 
6.489 
2.290 
0.747 
1.544 
4.326 
1.527 
0.498 
1.390 


The letters HH, H, M, and L that appear in the columns headed by ‘Interest rates’ and ‘Debt levels’ correspond to the assumptions listed in Tables 5 and 4, 
respectively, of the main text. 
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